The study examines the long run and causal relationship between both stock market development and economic growth in Nigeria using annual data from 1980-2010 
Introduction
The nature of the relationship between stock markets and growth has been one of the most debated in the recent past. Many of these studies have considered stock market as a substitute for banking activity to establish that a strong correlation exists between the activities of financial institutions and economic growth and this result has been well documented in the literature. However, recent literatures have justified the need to jointly take into consideration bank, stock market and economic growth in an economic model (Levine and Zervos, 1998; Rousseau and Wachtel, 2000; Arestis et al., 2001; Dritsaki et al. 2005; Blackburn et al., 2005) for an unbiased result. Beck and Levine (2004) specifically pointed out that "any examination of stock market effects on growth should simultaneously consider the impact of growing sophistication in the intermediating sector" (pp.1940) . The study further argues that omitting a stock market variable makes it difficult to appropriately examine banks development and economic growth when controlling for stock market system. These studies have shown that both stock market and banks are necessary in promoting economic growth and they therefore, considered stock markets as compliment to banks rather than substitutes.
The central issue in this debate is the question of whether strong economic performance is finance-led or growth driven. This question is germane because the determination of the direction of causality between finance and growth will enable the policy-makers to formulate appropriate growth and development polices. The fact that strong correlation exists between stock exchange market and economic growth has also been well documented in the economic development literature. However, previous empirical studies have produced mixed and conflicting results on the nature and direction of the causal relationship between stock market and economic growth. Among the recent studies on the subject matter include Dritsaki (2005) ; Nieuwerburgh et al. (2005) ; Atindehov et al.(2005) ; Ang and Mckihin (2007) ; Gries at al. (2009); Wolde-rafeal (2009) . As it documented elsewhere, there is general consensus on the direction of causal relationship between stock market development and economic growth and development.
For instance, Dritsaki (2005) established unidirectional causality from economic development to stock market development and bidirectional causality between economic development and banking sector for Greece. However, the empirical result of Nieuwerburgh et al. (2005) is contrary by maintaining that stock market development causes economic growth of Belgium. Similar trend of analysis is noticed in Africa. For example, Atindehov et al. (2005) discovered for Kenya and south Africa that there exists causality from economic growth to financial development while for Tanzania there is bidirectional causality from finance to economic growth. Wolde-rafeal(2009) however, revealed bidirectional causality between financial development and growth for Kenya. Ghirmay (2004) studied thirteen sub Saharan Africa countries and found that for some countries there exist bidirectional relationship and for others financial development leads to growth. Gries et al. (2009) however, established a weak causal relationship between finance and growth in most sixteen sub-Saharan African countries Nigeria inclusive.
Nigeria is a veritable case for investigating the link between finance and growth. Despite the series of financial reforms lunched since 1990s and the considerable increase in tempo of the activities of the financial market capitalization…, (Odedokun (1998) , Nigerian stock market experienced economic meltdown as market capitalization reduced from approximately #13trillion in 2007 to #9.918trillion in the year 2010. Also, all-share index felt 57,990.22 to 24,770.52 points during the same period, this has casted doubt to the confidence the shareholder and investor have in the Nigerian stock exchange market. Hence, the objective of this paper is to increase the understanding of the relationship between stock market development and economic growth by providing evidence from Nigeria using the vector error correction modelling (VECM) approach. This paper is organized as follows. In section 2, we highlight the summary of literature review on finance-growth nexus while section 3 briefly describes methodology adopted. Section 4 contains the interpretation of empirical results. Section 5 presents concluding remark and policy recommendations.
Literature review
The empirical literature on finance and growth nexus is summarily presented in Table 1 below. The table testifies to the fact that researches are not adequate on growth effect of banks and stock markets in Nigeria. 
Turkey
Established the existence of a bidirectional causal relationship between stock market development and economic growth. The study also revealed a stronger association between stock market development and economic growth in developing countries. Atje and jovanovic(1993) Forty countries Stock market has a positive impact on economic growth. Levine and zervos(1998) Forty-one countries Stock market development remains positively and significantly correlated with long run economic growth.
Demirguc-kunt and Levine(1996) Forty-Four industrial and developing countries Stock market development goes hand in hand with financial intermediary development. Demirguc-kunt and Maksimovic(1996) Thirty develop and developing countries.
Improvement in the stock market produce high debt equity ratio for firms and thus development for banks.
Nieuwerburgh et al. Boyd and Smith(1998) Both the debt market and equity markets are considered as complements rather than substitutes in financing Rousseau and Wachtel(2000) Forty-seven countries Both banks and stock market promotes economic growth.
Arestis et al (2001) USA, UK, Germany, France and Japan.
For Germany; there is a bidirectional causality between banking system development and economic growth, while stock market is weakly endogenous to the level of output. For USA; financial development does not cause real GDP in the long run. For Japan; there is bidirectional causality between banking system, stock market and the real GDP. For UK; there is a unidirectional causality from banking system to stock market development in the long run but the causality between financial development and economic growth in the long run is very weak. For France; there is a long run relationship between both bank and stock market and real GDP but the contribution of the banking sector is much higher.
Arestis et al. (2000) Five developed countries
Both banks and stock market explain growth, the effect of banking sector is larger than that of stock market. Beck and Levine (2004) Forty countries Both financial development and stock exchange enter all of the system panel growth regression significantly
Christopoulos and
Tsionas (2004) There is no evidence of bidirectional causality, but suggest a long run causality from financial development to economic growth.
Thangavely and
Jiunn (2004) Australia Financial intermediaries and financial markets have different impact on economic growth given their diverse roles in the domestic economy.
Hondroyiannis et. al. (2005) Greece Both banks and stock Markets can promote economic growth in the long run, but their effect is small. There is bidirectional causal relationship between stock market development and economic growth.
Dritsaki and
Melina (2005) Greece The study reveals unidirectional causality from economic development to stock market and bidirectional causality between economic development and banking sector.
Singh (2008) India Existence of bidirectional causality between financial development and economic growth.
Handa and Khan (2008) Thirteen countries Unidirectional relationship from economic growth to financial development for some countries and bidirectional relationship between financial development and economic growth and no causality for others.
Zang and Chul kim(2007)

Seventy-Four countries
Economic growth leads to financial development.
Akimov et al(2001) Twenty transition economies
Indicates a robust and positive relationship between financial developments an economic growth. Luintel and Khan(1999) Ten countries Bidirectional causality between financial development and economic growth. 
Nigeria
There is one-way causality between GDP growth and market capitalization and two-way causality between GDP growth and market turnover. They also observed a positive and significant relationship between GDP growth turnover ratios.
The authors advised that government should encourage the development of the capital market since it has a positive effect on economic growth. Osinubi and Amaghionyeodiwe (2003)
There is a positive relationship between the stock market and economic growth and suggest the pursuit of policies geared towards rapid development of the stock market.
Obamiro (2005) Nigeria
There is a significant positive effect of stock market on economic growth. He suggested that government should create more enabling environment so as to increase the efficiency of the stock market to attain higher economic growth. Nyong (1997) Nigeria Capital market development is negatively and significantly correlated with long-run growth in Nigeria.
METHODOLOGY Data and data sources:
The study is carried out for Nigeria for the period 1980-2010. This study follow previous studies by measuring economic growth as real Gross Domestic Product (Y t ) at time t and stock market variable as (V t ) as value of the share traded at time t. B t is the bank credit to private sector at time t and is the proxy for banking system and I t is the investment at time t. Y, V and B were obtained from statistical bulletin published by Central Bank of Nigeria (2010) but I was sourced from World Development Indicator data base published by World Bank (2010).
Model Specification:
The empirical model employed for this study was adapted from an improved Dritsaki et al (2005) , Beck and Levine (2004) which is specified as follows:
Y t = f (V t , B t , I t )…….…………………(1) Where: β 0 = intercept or constant term of the relationship; β 1 , β 2 , β 3 = coefficients of the regressor and the apriori expectations are β 1 , β 2 , β 3 > 0. e t = random disturbance/error term which takes care of the measurement errors that would have resulted in the collection and processing of the data. Log linearising the model in order to interpret the results in an elasticity and degree of responsiveness yields: Log Y t =β 0 + β 1 LogV t + β 2 LogB t + β 3 LogI t + e t …………… (2)
Multivariate Cointegration Analysis and Error Correction Modeling
Since the cointegration analysis is fairly common and is well documented elsewhere (Banerjee, et. al 1993; Hylleberg and Mizon 1989; Engle and Granger 1987; Johansen 1988; Johansen and Juselius 1990) , we have only provided for summary here. According to Johansen (1988) 
....(3)
Where Y t is an (nx1) column vector of ρ variables, μ is an (nx1) vector of constant terms, α and β captured coefficient matrices, Δ is a difference operator, and ε t ~ IID(0, ). The coefficient matrix β is known as the impact matrix, and it contains information about the long-run relationships. Johansen's methodology requires the estimation of the VAR equation (3) and the residuals are then used to compute two likelihood ratio (LR) test statistics that can be used in the determination of the unique cointegrating vectors of Y t . The cointegrating rank can be tested with two statistics: the trace test and the maximal eigenvalue test.
Vector Error Correction Model (VECM)
The error correction mechanism of the choice of variables as directed by the economic model is specified below: 
INTERPRETATION OF EMPIRICAL RESULTS
Analysis of the time series data employed in this study tend to exhibit either a determistic and/or stochastic time trend and are therefore non stationary at level; i.e., the variables in question have, means, variances and covariances that are not time invariant. Direct application of OLS or GLS to non-stationary data produces regressions that are misspecified or spurious in nature (Engle and Granger, 1987) . We therefore, subjected the variables for a unit root test using an Augmented Dickey-Fuller test (ADF) (Dickey-Fuller,1981) and Philip-Perron test (PhilipPerron, 1988) . The results of this stationarity tests at level show that all the variables are non stationary at level. We then difference the variables once in order to carry out stationarity tests on the differenced variables, the results of this confirmed stationarity as shown in the table 2 below: This shows that all variables involved are integration of order 1. The next step is to test for the existence of a cointegration relationship among the variables using the Johansen Cointegration approach described above. The Johansen Cointegration test results are reported below. The results indicate the existence of cointegration between GDP, value of shares traded, investment and bank credit to private sector. The maximum trace statistics reject the null hypothesis of no cointegration at 5 per cent level. Zue (2006) established that when cointegration exists like this study, the Engle-Granger Theorem establishes the encompassing power of the ECM over other forms of dynamic specification. The result ofthe VECM is presented in tables 4 and table 5 in the appendix. Other relevant diagnostic tests are equally presented in other to validate the results.
CONCLUDING REMARKS AND POLICY RECOMMENDATIONS
This paper adapted Dritsaki et al (2005) to examine the long run relationship and the direction of causal relationship between financial institutions (banks and stock exchange markets) and growth in an open economy, Nigeria. The study made used of secondary data which were obtained from both World Indicator Index and Statistical Bulletin published by Central Bank of Nigeria for the period of 1980-2010. In our empirical analysis, we employed Johansen cointegration procedure to show that there is a long-run relationship between economic growth, bank credit to private sector, value of share traded and investment. The short run dynamics are captured by the individual parameters except that of the ECM term. As shown in Table A 1 in appendix, the results reveal a statistical significant of the coefficients of error correction term with the expected signs. The study then employed multivariate Granger causality test within the context of VECM framework and the result revealed unidirectional causality running from economic growth to stock market development in Nigeria as shown in table A 2 in appendix. Also, the result showed unidirectional relationship running from economic growth to banking activities in Nigeria as shown in table A 2 in appendix. Also, the study does not reject null hypotheses of no serial autocorrelation; residuals are multivariate normal and VAR Residual Heteroskedasticity Tests of no Cross Terms as shown in Table A In general, based on the evidence from this study, the sound and viability economic growth and development determine the level of development in stock exchange market and even in banking activity, the study therefore, strongly recommends that policy makers should lay emphasis on the economic growth through the appropriate regulatory and macroeconomic policies to remove all constraints to the acceleration of the sustainability of economic growth and development in Nigeria.
LIMITATIONS OF THE STUDY
This paper considered only value of share traded as a proxy for stock market development. This opened an avenue for other researchers to utilize other variables of measurement of stock market development which have been used extensively in the literature such as market capitalization and number of share traded. Zang, H., and Y. Chul Kim (2007 
